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William  Kilraartin,  Comptroller 
Office  of  the  Comptroller 
One  Ashburton  Place,  9th  Floor 
Boston,     Massachusetts  02108 

Dear  Mr.  Kilmartin: 

We  have  reviewed  fiscal  year  1991  outstanding  encumbrance  balances  and 
related  outstanding  advance  funds  at  52  state  agencies  as  of  June  30,  1991. 

The  purpose  of  our  review  was  to  determine  agency  compliance  with  Sections 
A  and  5  of  the  Office  of  the  Comptroller's  Official  Year-End  Closing 
Instructions  for  encumbrance  and  advance-fund  management. 

To  meet  our  objectives,  we  reviewed  at  each  agency  management's  need  to 
encumber  funds  for  accounts-payable  purposes  and  determined  whether  the 
agency's  fiscal  year  1991  advance  funds  had  been  accounted  for  to  the  Office 
of  the  Comptroller  by  July  1,  1991. 

We  applied  such  review  procedures  to  meet  our  objectives  as  were  necessary 
in  the  circumstances  and  as  specified  in  the  Audit  Scope,  Objectives,  and 
Methodology  section  of  this  report. 

Our  review  indicated  that  most  of  the  agencies  we  reviewed  were  in 
compliance  with  the  Office  of  the  Comptroller's  Official  Year-End  Closing 
Instructions.  Approximately  99.8%,  or  $686.9  million,  of  the  $688.1  million 
in  encumbrance  transactions,   other  than  advances,   reviewed  were  in  compliance. 
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Compliance  of  non-continuing  account  encumbrances  was  especially  high,  with 
approximately  99.7%  of  the  reviewed  transactions  in  compliance.  For 
continuing  account  encumbrances,  100%  of  the  reviewed  transactions  were  in 
compliance . 

For  advance  funds,  approximately  99.9%  of  $198.7  million  outstanding  was 
not  in  compliance  as  of  July  1,  1991.  This  noncompliance  was  primarily  the 
result  of  one  agency  that  experienced  delays  in  reviewing  advance-fund 
documentation  from  its  regional  offices.  However,  the  agency  properly 
accounted  for  99.9%,  or  $196.8  million,  of  these  noncomplying  advances  on  July 
5,  1991. 

Further  results  of  our  review  are  stated  in  the  Review  Results  section  of 
our  report. 

In  addition,  we  examined  at  year-end  at  five  state  agencies  135  invoices 
valued  at  $27,393  from  25  vendors  in  order  to  determine  if  the  splitting  of 
purchase  orders,  which  circumvents  the  Commonwealth's  competitive-bidding 
requirements,  had  occurred.  Our  examination  indicated  that  the  splitting  of 
orders  had  occurred  at  three  of  the  five  agencies  reviewed.  (See  Attachment  to 
our  report  entitled  "Review  of  Potential  Split  Purchase  Orders.") 


Auditor  of  the  Commonwealth 
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INTRODUCTION 

As  authorized  by  Chapter  11,  Section  12,  of  the  Massachusetts  General 
Laws,  the  Office  of  the  State  Auditor  examined  the  accounting  records  of  52 
state  agencies  from  June  24,  1991  to  July  5,  1991  to  review  their  compliance 
with  the  Office  of  the  Comptroller's  Official  Year-End  Closing  Instructions 
for  encumbrance  (Section  4)  and  advance-fund  (Section  5)  management. 

The  Office  of  the  Comptroller  issued  to  each  state  agency  instructions  for 
the  closing  of  the  Commonwealth's  books  for  the  fiscal  year  ended  June  30, 
1991.  These  instructions  included  sections  on  encumbrance  and  advance-fund 
management.  Section  4,  on  encumbrance  management,  directs  each  department  to 
conduct  a  detailed  and  meaningful  analysis  and  to  reserve  amounts  in  encum- 
brances only  for  accounts  payable  that  represent  exact  obligations  of  the 
Commonwealth  as  of  June  30,  1991.  In  accordance  with  the  Office  of  the  Comp- 
troller's policy,  appropriated  funds  that  would  normally  revert  at  the  end  of 
a  fiscal  year  may  be  set  aside  for  obligations  incurred  for  goods  and  services 
received  prior  to  the  fiscal  year-end.  If,  after  two  months  following  June 
30,  the  funds  have  not  been  spent,  the  encumbrance  may  be  extended  to  October 
31  with  the  approval  of  the  Office  of  the  Budget  Bureau. 

Section  5,  on  advance-fund  management,  provides  that  all  fiscal  year  1991 
advance  funds  must  be  completely  accounted  for  as  soon  as  possible  before  the 
close  of  fiscal  year  1991,  with  submission  of  final  accounting  not  later  than 
July  1,  1991.  Funds  cannot  be  advanced  to  an  agency  unless  the  agency 
establishes  an  encumbrance.  Reviewing  for  the  proper  accounting  of  advance 
funds  is  important  because  encumbrances  established  for  advance  funds  will 
remain  as  open  encumbrances  until  accounted  tor,  subsequently  liquidating 
(reducing)  the  open-encumbrance  balance. 
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The  Office  of  the  Comptroller  has  an  automated  accounting  system  known  as 
MMARS  (Massachusetts  Management  Accounting  and  Reporting  System).  This  system 
is  an  encumbrance-based  system  whereby  all  payments  of  bills  must  reference  a 
pre-established  encumbrance.  A  management  decision  to  commit  resources  of  the 
Commonwealth  is  converted  into  an  encumbrance  transaction  (i.e.,  the  setting 
aside  of  funds  to  pay  for  goods  and  services  received  within  a  fiscal  year). 
Encumbrances  are  subsequently  liquidated  by  the  payment  of  bills. 

Encumbrances  have  to  be  established  for  the  accounts-payable  period  for 
all  accounts  types  i.e.,  including  regular  state  appropriations,  capital 
appropriations  from  funds  financed  through  the  sale  of  bonds,  expendable  trust 
funds,  and  federal  grants. 

Chapter  30,  Section  28,  of  the  General  Laws  establishes  the  Common- 
wealth's fiscal  year  as  beginning  on  July  1  and  ending  on  the  following  June 
30.  On  June  30,  under  the  Commonwealth's  accounting  system,  the  Comptroller 
records  outstanding  encumbrances  and  advances  unaccounted  for  as  expenditures. 

For  this  reason,  the  Office  of  the  Comptroller's  fiscal  year  1991  closing 
instructions  directed  state  agencies  to  conduct  a  detailed  and  meaningful 
analysis  of  amounts  needed  for  accounts-payable  purposes.  The  enactment  of 
Chapter  488  of  the  Acts  and  Resolves  of  1986,  known  as  the  Fiscal  Reform  Act, 
requires  certain  transfers  of  surplus  balances  among  the  funds  of  the  Common- 
wealth (e.g.,  from  the  General  Fund  to  the  Program  Stabilization  Fund  and  the 
Tax  Reduction  Fund).  Therefore,  it  has  become  imperative  for  agencies  to 
comply  with  the  closing  instructions  and  to  reserve  only  the  required  funds 
that  can  be  supported  by  adequate  and  appropriate  documentation.  The  proper 
accounting  for  encumbrances  for  the  accounts-payable  period  ensures  the 
completeness  and  accuracy  of  the  Commonwealth's  surplus  and  deficit  balances 
as  reported  on  the  annual  financial  statements. 
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We  found  that  most  of  the  state  agencies  visited  had  complied  with  the 
requirements  of  the  Office  of  the  Comptroller's  Official  Year-End  Closing 
Instructions.  However,  some  agencies  did  not  comply  with  the  requirements,  as 
disclosed  in  our  Review  Results  (pages  7-10)  and  Analysis  of  Encumbrance 
Results,  Schedules  II  and  III   (pages  16-18). 

In  addition,  we  reviewed  for  the  splitting  of  purchase  orders  at 
year-end.  In  connection  with  the  splitting  of  purchase  orders,  all  purchases 
of  $500  or  more  made  by  a  state  agency  must  be  ordered  through  a  requisition 
placed  with  the  State  Purchasing  Agent,  Department  of  Procurement  and  General 
Services  (DPGS),  who,  in  general,  requires  the  purchase  to  be  competitively 
bid.  Purchases  totaling  less  than  $500  may  be  made  directly  from  the  vendor. 
The  splitting  of  purchases  of  $500  or  more  into  smaller  orders  of  less  than 
$500  each  results  in  the  circumvention  of  the  Commonwealth's 
competitive-bidding  requirements . 

The  Purchasing  Agent's  Manual  of  Purchasing  Policies  states,   in  part: 

This  (direct  purchase)  authority  does  not  permit  the  purchase  of  the 
same  items  on  a  day  to  day  basis.  State  agencies  should  anticipate 
their  needs  on  a  four  month's  basis  ....  The  submission  of  many 
small  requisitions  should  be  avoided. 

Our  examination  revealed  that  the  splitting  of  purchase  orders  had 
occurred  at  three  of  the  five  agencies  reviewed.  Officials  of  these  three 
agencies  indicated  that  the  splitting  of  purchase  orders  occurred  because  each 
organization,  division,  and  section  within  each  department  has  the  ability  to 
input  transactions  directly  into  the  accounting  system  without  contacting  the 
central  department  for  coordination  of  items  to  be  purchased  through  the  State 
Purchasing  Agent  (see  Attachment  -  Review  of  Potential  Split  Purchase  Orders, 
pages  20-23). 

However,  all  state  agencies  are  required  by  DPGS  91-02  to  have  each 
department  review  the  monthly  MMARS  684A  report  entitled  "Department  Purchase 
Orders  By  Vendor,   Commodity  -  Potential  Order  Splitting,"  and,  when  requested 
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by  the  Department  of  Procurement  and  General  Services,  to  explain  the  validity 
of  the  disbursements. 

We  notified  the  Office  of  the  Comptroller  of  certain  noncompliance  issues 
prior  to  the  release  of  this  report. 
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AUDIT  SCOPE,  OBJECTIVES,  AND  METHODOLOGY 

The  scope  of  our  review  was  limited  to  evaluating  agency  compliance  with 
the  Office  of  the  Comptroller's  Official  1991  Year-End  Closing  Instructions 
for  encumbrance  and  advance-fund  management.  In  order  to  accomplish  this 
task,  we  obtained  from  the  Office  of  the  Comptroller  MMARS  620A  reports,  which 
list  open-encumbrance  balances  for  all  types  of  accounts  for  the  state 
agencies.  We  selected  52  state  agencies  based  on  open-order  vendor 
encumbrance  transactions  (transactions  involving  an  unknown  vendor  or  multiple 
vendors  whose  quantity  of  service  is  not  known  or  predictable)  and  large 
dollar  value  of  current  open-encumbrance  balances.  Of  these  52  agencies,  50 
agencies  had  outstanding  encumbrances  as  of  June  30,  1991. 

Our    objectives    were     (1)     to    determine    whether    management    decisions  to 

encumber    fiscal    year    1991    funds    for    accounts    payable    had    been    made    by  a 

detailed    and   meaningful    analysis    to    support    or    represent    exact  requirements 

and  (2)  to  determine  whether  fiscal  year  1991  advance  funds  were  accounted  for 

to  the  Office  of  the  Comptroller  by  July  1,   1991.     Field  auditors  were  sent  to 

the    52   selected    state   agencies    from   June    2U ,    1991    through   July    5,    1991  to 

determine    whether    agencies    had    complied    with    the    following    Office    of  the 

Comptroller's  requirements: 

o  Each  department  is  directed  to  conduct  a  detailed  analysis  of  its 
reserves  amounts  in  encumbrances  required  for  accounts  payable  which 
represent  exact  (not  "estimated")  requirements. 

o  Each  department  must  have  analyzed  every  encumbrance,  determined  the 
proper  amount,  and  executed  the  relevant  encumbrance  or  change  to 
encumbrance-type  transaction  not  later  than  June  30,  1991. 

o  Each  department  must  segregate  multi-year  encumbrances  in  continuing 
accounts  that  pertain  to  fiscal  year  1991  from  those  encumbrances  that 
pertain  to  fiscal  year  1992. 

o  All  fiscal  year  1991  advances  must  be  accounted  for  as  soon  as  possible 
before  the  close  of  fiscal  year  1991,  with  final  accounting  not  later 
than  July  1,  1991. 
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o  Departments  must  enter  final  fiscal  year  1991  Expenditures  of  Advance 
(EA)  forms  by  July  1,   1991  to  the  Office  of  the  Comptroller. 

o  Departments  must  enter  Cash  Repayment  of  Advance  (AR)  forms  by  July  1, 
1991,  and  also  provide  proper  supporting  documentation  including  a 
deposit  (with  check  attached)  to  the  State  Treasurer's  Office  by  July 
1,  1991. 

In  order  to  prepare  our  encumbrance  and  advance  audit  program,  we  reviewed 
year-end  closing  instructions,  met  with  personnel  from  the  Office  of  the 
Comptroller,  analyzed  MMARS  620A  open-encumbrance  reports,  and  reviewed 
statutory  requirements. 

To  determine  agency  compliance  with  the  Office  of  the  Comptroller's 
requirements,  we  reviewed  the  following  documentation  to  support  open- 
encumbrance  balances  at  the  respective  agencies:  purchase  orders,  unpaid 
vendor  invoices,  lease  agreements,  purchase-sale  agreements,  open  contracts, 
receiving  reports,  payment  vouchers  with  vendor  certification,  payroll 
records,  advance-fund  disbursements,  internal  requisitions,  and  management's 
projections.  We  also  reviewed  agency  suspense  files  for  pending  and  rejected 
encumbrance  and  advance  transactions  of  significant  dollar  amounts.  In 
addition,  we  examined  fiscal  year  1991  advance  funds  at  each  agency.  For 
instance,  we  reviewed  expenditure  of  advance  (EA)  and  cash  repayment  of 
advance  (AR)  transactions  to  determine  the  proper  disposition  of  advance  funds. 

In  addition,  we  tested  at  year-end  five  of  the  52  agencies  reviewed  to 
determine  if  the  splitting  of  purchase  orders,  which  circumvents  the 
Commonwealth's  competitive-bidding  requirements,  had  occurred  and,  if  so,  the 
reason.  For  the  period  March  1,  1991  to  April  30,  1991,  we  selected  135 
invoices  valued  at  $27,393,  which  covered  payments  to  25  vendors  at  the  five 
agencies  selected.  We  reviewed  purchase  orders,  products  purchased,  and 
management's  explanation  for  the  selection  of  vendor.  The  results  of  our 
review  are  included  in  the  attached  Review  of  Potential  Split  Purchase  Orders 
(pages  20-23). 
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REVIEW  RESULTS 

Most  of  the  agencies  we  reviewed  complied  with  the  procedures  described  in 
Sections  4  and  5  of  the  Office  of  the  Comptroller's  Official  Year-End  Closing 
Instructions.  Approximately  99.8%,  or  $686.9  million,  of  the  total  $688.1 
million  in  encumbrance  transactions,  other  than  for  advances,  reviewed  were  in 
compliance.  However,  approximately  99.9%,  or  $198.7  million  ($196.8  million 
of  which  represents  return  of  advances  processed  on  July  5,  1991  by  the 
Department  of  Public  Welfare),  of  the  encumbrance  transactions  for  advances 
were  not  in  compliance.  The  results  of  our  review  are  as  follows: 
Non-continuing  Accounts  Encumbrances 

Four  agencies  encumbered  a  total  of  $1.15  million  in  funds  as  of  June  30, 
1991  to  pay  for  goods  and  services  that  were  not  received  by  June  30,  1991  or 
that  lacked  supporting  documentation  for  such  encumbrances,  as  follows: 


Amount  Not  in  Compliance 


Name  of  Agency 


Lack  of 
Goods  and  Supporting 
Services  Not  Documentation 
Received  by  as  of 

June  30,  1991      June  30,  1991 


Total 


Department  of  Employment  and 

Training 
Department  of  Public  Utilities 
Board  of  Registration 
University  of  Massachusetts  - 

Amherst 


$65.351 
$65,351 


$  833,346 
16,917 
62,800 

174.382 
$1.087.445 


$  833,346 
16,917 
62,800 

239.733 
$1.152.796 


These  four  agencies  were  not  in  compliance  with  the  Office  of  the 
Comptroller's  Year-End  Closing  Instructions,  which  state  that  goods  and 
services  must  be  received  prior  to  June  30,  1991  and  that  all  encumbrances 
must  have  supporting  documentation. 
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During  our  review,  we  advised  the  agencies  to  liquidate  the  encumbrances 
that  did  not  represent  goods  and  services  received  by  June  30,  1991  or  that 
lacked  supporting  documentation.  We  believe  that  most  of  the  noncomplying 
encumbrances  would  have  been  liquidated  on  time  had  the  agencies  reviewed 
their  outstanding  items  earlier  in  the  spring,  as  directed  by  the  Office  of 
the  Comptroller's  Year-End  Closing  Instructions. 

Recommendation :  Management  of  the  agencies  with  noncomplying  encumbran- 
ces should  comply  with  the  Comptroller's  Year-End  Closing  Instructions  on  a 
timely  basis.  The  Office  of  the  Comptroller  should  work  with  the  noncomplying 
agencies  to  assist  them  and  impress  upon  them  the  importance  of  establishing 
encumbrances  as  of  June  30  only  for  those  goods  and  services  that  have  been 
received  by  June  30  or  that  have  supporting  documentation. 
Continuing  Accounts  Encumbrances 

As  of  June  30,  1991,  all  agencies  were  in  compliance  with  the  Office  of 
the  Comptroller's  Year-End  Closing  Instructions. 

The  Office  of  the  Comptroller's  Year-End  Closing  Instructions  state  that 
multi-year  encumbrances  in  continuing  accounts  that  pertain  to  fiscal  year 
1991  must  be  segregated  from  those  encumbrances  that  pertain  to  fiscal  year 
1992.  This  segregation  of  encumbrances  by  fiscal  year  is  very  important  for 
financial  reporting  and  control  purposes.  All  agencies  selected  were  in 
compliance  with  these  instructions. 
Advances 

Four  agencies  did  not  account  for  $198.7  million  in  1991  advance 
expenditures  and  for  $59,008  in  unexpended  cash  balances  as  of  June  30,  1991, 
as  follows: 
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Agency 


Advance 
Expenditures 


Unexpended 


Cash 
Balance 


Total 
Outs  tanding 
Advances 


Department  of  Public  Welfare 
Executive  Office  of  Economic 


$196,766,257 


$196,766,25  7* 


Affairs 


355 


355 

1,008,970 


Department  of  Public  Health 


1,008,970 


Office  of  the  Chief  Administrative 


Justice  of  the  Trial  Court 


 913.384 

$198.688.611 


^8*651 
$59,008 


972.037 
$198.747.619 


*  Return  of  Advance  processed  on  July  5,  1991 

These  four  agencies  were  not  in  compliance  with  the  Office  of  the 
Comptroller's  Year-End  Closing  Instructions,  which  state  that  all  fiscal  year 
1991  advances,  including  final  fiscal  year  1991  expenditures  of  advances  and 
cash  repayments  of  advances,  should  be  accounted  for  by  July  1,  1991. 

During  our  review,  we  advised  the  agencies  to  process  all  payments  from 
the  advance  accounts  by  submitting  to  the  Office  of  the  Comptroller  an 
expenditure  of  advance  form,  and  to  transfer  to  the  State  Treasurer  the 
remaining  unexpended  cash  balance  by  submitting  a  cash  repayment  of  advance 
form.  Had  these  four  agencies  followed  the  Office  of  the  Comptroller's 
instructions,  they  would  have  processed  this  $198.7  million  in  outstanding 
advances,  resulting  in  a  more  accurate  cash  balance  on  the  Commonwealth's 
records  on  June  30,  1991. 

Two  of  the  four  agencies  that  had  not  completed  their  accounting  on  time, 
the  Department  of  Public  Welfare  (DPW)  and  the  Office  of  the  Chief 
Administrative  Justice  of  the  Trial  Court  (OCAJ),  were  responsible  for  more 
than  $197.7  million  of  the  $198.7  million  unaccounted  for.  DPW  did  not 
account  for  $196.8  million  by  the  July  1  deadline  because  documentation 
arrived  late  from  its  regional  offices.  However,  DPW  did  account  for  these 
funds  on  July  5,  1991.  OCAJ  did  not  account  for  $972,000  by  the  deadline.  We 
noted   similar   problems   relating   to    this   agency   in   our    last    three    reviews  of 
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encumbrance    and    advance-fund    management    (No.    88-5006-9,    No.    89-5001-9,  and 

90-5001-2).      In    this    connection    the    $913,384   of    OCA J ' s    advance  expenditures 

represents    travel   expenses   and   jury   duty   fees    for    the  months   of   April,  May, 

and  June   1991.     It   is  understood   that  OCAJ  processes  advances   on  a  quarterly 

basis.        The      Massachusetts      Management      Accounting      and      Reporting  System 

procedures     manual      for     departments      specifically     states,      under  General 

Procedures  5.6.3.2: 

Expenditures    of    Advance    forms    must    be    completed    on    a  monthly 
basis  for  all  advances  .... 

The  remaining  unexpended  cash  balance  of  $58,653  is  outstanding,  pending 
certain  travel  expenses  and  jury  duty  vouchers  for  reimbursements.  This  is 
contrary  to  the  Comptroller's  instructions  that  require  all  expense  vouchers 
to  be  processed  and  the  remaining  cash  returned  to  the  State  Treasurer  by  July 
1,  1991. 

Recommendation :  State  agencies  with  outstanding  advances  should  account 
for  the  advances  as  soon  as  possible,  and  in  the  future  should  comply  with  the 
Office  of  the  Comptroller's  Year-End  Closing  Instructions.  The  responsibility 
for  complying  with  the  Office  of  the  Comptroller's  Year-End  Closing 
Instructions  is  that  of  the  management  of  each  state  agency.  The  Office  of 
the  Comptroller  should  work  with  those  noncomplying  agencies  to  assist  them 
and  impress  upon  them  the  importance  of  processing  advances  in  accordance  with 
its  instructions. 
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PRIOR  REVIEW  FOLLOW-UP 

Our  previous  review  of  13  agencies'  non-continuing  accounts  disclosed  that 
these  agencies  were  not  providing  supporting  encumbrance  documentation  or 
encumbering  funds  to  pay  for  goods  and  services  that  had  not  been  received  by 
June  30,  1990.  Currently,  the  encumbrance  transactions  of  10  of  the  13 
agencies  that  we  reviewed  were  in  full  compliance  with  the  Comptroller's 
Year-End  Closing  Instructions.  The  three  remaining  agencies — the  Department 
of  Employment  and  Training,  the  University  of  Massachusetts  -  Amherst,  and  the 
Department  of  Public  Utilities — were  not  in  compliance  with  the  Comptroller's 
Year-End  Closing  Instructions.  The  tested  encumbrance  transactions  for  these 
three  agencies  totaled  $14,500,577,  of  which  $1,024,645,  or  7.1%,  did  not  have 
supporting  documentation  and  $65,351,  or  .5%,  did  not  have  goods  and  services 
received  by  June  30,  1991. 

Of  the  10  agencies  that  previously  were  in  noncompliance  with  the 
Comptroller's  Year-End  Closing  Instructions  for  continuing  accounts 
encumbrances,  all  were  currently  in  full  compliance. 

Of  the  11  agencies  that  previously  were  not  accounting  for  advance  funds 
in  the  prior  fiscal  year  by  the  Comptroller's  deadline,  nine  were  currently  in 
full  compliance.  The  Department  of  Public  Welfare  and  the  Office  of  the  Chief 
Administrative  Justice  of  the  Trial  Court  were  not  in  compliance  with  the 
Comptroller's  Year-End  Closing  Instructions.  Advances  outstanding  at  these 
two  agencies  as  of  June  30,  1991  amounted  to  $197.7  million.  However,  $196.8 
million  in  outstanding  advances  was  processed  on  July  5,  1991  by  the 
Department  of  Public  Welfare. 

As  stated  above,  the  previous  audit  disclosed  that  the  Office  of  the  Chief 
Administrative  Justice  of  the  Trial  Court  (0CAJ)  did  not  account  for  advance 
funds  in  prior  fiscal  years  as  required  by  the  Comptroller's  deadline.  During 
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our  current  review  OCAJ  did  not  account  for  $972,037  of  its  fiscal  year  1991 
advance  funds  by  the  Comptroller's  deadline. 
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CONCLUSION 


Our  review  of  agency  encumbrance  and  advance-fund  management  disclosed, 
for  the  most  part,  compliance  with  Sections  4  and  5  of  the  Office  of  the 
Comptroller's  Official  Year-End  Closing  Instructions  for  fiscal  year  1991. 
Overall,  we  found  that  99.8%  of  the  reviewed  encumbrance  transactions,  other 
than  for  advances,  were  in  compliance  with  the  closing  instructions. 

Compliance  of  non-continuing  account  encumbrances  was  especially  high, 
with  over  99.7%  of  the  reviewed  transactions  in  compliance.  For  continuing 
account  encumbrances,  100%  of  the  reviewed  transactions  complied  with  the 
Office  of  the  Comptroller's  Year-End  Closing  Instructions.  For  advance  funds, 
the  noncompliance  of  $198.7  million  outstanding  as  of  July  1,  1991  was 
primarily  the  result  of  one  agency,  cited  in  our  Review  Results  section,  that 
experienced  delays  in  receiving  advance-fund  documentation  from  its  regional 
offices . 

This  review  indicates  overall  agency  compliance  with  the  Office  of  the 
Comptroller's  Year-End  Closing  Instructions.  We  believe  that  this  can  be 
attributed  to  the  skills  of  agency  personnel  as  they  continue  to  become  more 
familiar  with  MMARS  and  the  closing  instructions  and  to  the  Office  of  the 
Comptroller's  interaction  with  state  agencies  through  seminars  and  visits. 

Recommendation:  The  management  of  each  state  agency  should  continue  to 
improve  its  closing  procedures  for  advances  and  to  determine  its  accounts- 
payable  figures  for  continuing  and  non-continuing  accounts.  The  Office  of  the 
Comptroller  should  continue  to  work  with  agency  officials,  emphasizing  the 
importance  of  establishing  accounts  payable  only  for  those  goods  and  services 
received  by  June  30,  and  helping  these  officials  tr>  comply  with  the  yeav-end 
closing  instructions. 
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Schedule  No.  Ill 

Analysis  of  Encumbrance  Results 
Continuing  Accounts 

June  30,  1991 

Continuing  Goods  and  Services 


Encumbrances 

Received  by 

Agency 

Reviewed 

June  30,  1991 

Board  of  Library  Commissioner 

$  1,465,523 

$  1,465,523 

Division  of  Civil  Defense 

120,411 

120,411 

Department  of  Environmental  Management 

2,207,308 

2,207,308 

Department  of  Mental  Health 

142,694 

142,694 

Department  of  Mental  Retardation 

285,899 

285,899 

Executive  Office  of  Human  Services 

911 , 271 

911 , 271 

Eastern  District  Attorney 

907,050 

907,050 

Department  of  Environmental  Protection 

100,570,325 

100,570,325 

Division  of  Fisheries  and  Wildlife 

141,990 

141,990 

University  of  Lowell 

63,349 

63,349 

Massachusetts  Aeronautics  Commission 

194,857 

194,857 

Massachusetts  Rehabilitation  Commission 

202,471 

202,471 

University  of  Massachusetts  -  Amherst 

234,907 

234,907 

Division  of  Capital  Planning  and  Operations 

60,445,176 

60,445,176 

Department  of  Public  Works 

182,326,966 

182,326,966 

Executive  Office  of  Transportation  and 

Construction 

6,942,256 

6,942,256 

$357,162,453 

$357,162,453 

CD 

O  T-l 

CO 

on 
CO  on 

O 

CO  «-< 

co 

CO 

4-> 

m 

m 

o 

X)  - 

C"> 

vo 

o 

4-> 

CU  r-l 

C 

4J 

oo 

On 

3 

>-l  > 

m 

in 

o 

Reve 
Jul 

co- 

co- 

i   T3  CU 

■o  fl)  c 

o 

-J- 

c  y  -h 

oo  m 

CD    W  i-l 

ON 

co  cni 

cot) 

X    CX  CO 

oo 

co  vo 

CO 

W    CU  CU 

o 

r-l  vO 

CO 

ca 

o 

On 

v£> 

4J 

CD 

O    W  W 

vD 

CO 

C    CU  CU 

on 

CO 

CO   J-i  U 

QJ 

>  3 

co- 

CO- 

06 

<  .H 

"O  CO  CU  <— I 

CD  4-1  O 

4->  3  C 

CO  O  CO  f-H 

3  >  3 

f- )  tt-l  TJ  •D 

X)  o  < 

< 


r-»  P~.  On 
O 

CM  VO 

f-  u> 
o  r- 

ON  ON 

co- 


3 

co^ 

•M  0) 
CO  > 

CM  1-1 
lt-1  4J 


O  4J 

£  i-i  w 

o  c 

cfl   E  i-i 

<u  o  e 

I   U  t3 

UJ  < 


O  cu  3  r-l 
o  c_>  ex. 


cm  cm  cu   co  cm 


j->  H  4J 

C   CJ  iw  C 

cu  >  o  cu  cu 

E  i-i  J=  E 

P  U  0)  u  u 


ex  cu 
cu   X  cw 
QUO 


91-5001-2 

-20- 
ATTACHMENT 

Review  of  Potential  Split  Purchase  Orders 

Our  detailed  review  of  certain  purchasing  activities  reflected  on  the 
MMARS  684A  report,  entitled  "Department  Purchase  Orders  By  Vendor,  Commodity  - 
Potential  Order  Splitting,"  indicated  that  the  splitting  of  purchase  orders 
occurred  at  three  of  the  five  agencies  we  reviewed.  Any  purchase  of  $500  or 
more  made  by  a  state  agency  must  be  ordered  by  a  requisition  placed  with  the 
State  Purchasing  Agent,  Department  of  Procurement  and  General  Services. 
Purchases  totaling  less  than  $500  may  be  made  directly  from  the  vendor.  The 
splitting  of  purchases  of  $500  or  more  into  smaller  orders  of  less  than  $500 
each  results  in  the  circumvention  of  the  Commonwealth's  competitive-bidding 
process . 

The  Purchasing  Agent's  Manual  of  Purchasing  Policies  states,  in  part: 

This  (direct  purchase)  authority  does  not  permit  the  purchase  of  the 
same  items  on  a  day  to  day  basis.  State  agencies  should  anticipate 
their  needs  on  a  four  month's  basis  ....  The  submission  of  many 
small  requisitions  should  be  avoided. 

The  purpose  of  this  review  was  to  determine  if  the  splitting  of  purchase 
orders  had  occurred  and,  if  so,  the  reason. 

As  a  result  of  our  review,  we  determined  that: 

(1)  Because  of  direct  entry  at  institutional  levels,  split  purchases  can 
and,   in  some  cases  do,  occur  without  departmental  knowledge. 

(2)  Certain    similar    purchases    occurred    from    individual  institutions 
through  the  same  vendor. 

We  examined  a  total  of  135  invoices,  valued  at  $27,393,  from  25  vendors  at 
the  following  agencies: 
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Department  of  Mental  Retardation 

We  reviewed  12  invoices  from  5  vendors  for  the  following  products: 


Total 

Cost 

2 

invoices 

-  Office  Supplies 

*  930 

2 

invoices 

-  Medication 

632 

2 

invoices 

-  Camping  Supplies 

798 

2 

invoices 

-  Catheters 

690 

4 

invoices 

-  Men's  Clothing 

844 

$3,894 

We  concluded  that  split  purchases  did  occur  at  the  Department  of  Mental 
Retardation  for  the  acquisition  of  the  camping  supplies.  The  office  supplies 
were  cancelled,  and  the  remaining  purchases  are  now  under  a  blanket  contract. 

Department  of  Mental  Health 

We  reviewed  25  invoices  from  5  vendors  for  the  following  products: 


Total 

Cost 

5 

invoices 

-  Computer  Equipment 

$  2,454 

3 

invoices 

-  Building  Supplies 

1,422 

4 

invoices 

-  Food 

1,550 

6 

invoices 

-  Drugs 

2,270 

7 

invoices 

-  Office  Supplies 

2.825 

$10,521 

Except  for  the  food  and  drugs,  all  products  were  acquired  through  split 
purchases . 

Department  of  Public  Health 

We  reviewed  18  invoices  from  4  vendors  for  the  following  products: 

Total 
Cost 


2     invoices  -  Hardware  Supplies  $  768 

11  invoices  -  Electrical  Supplies  671 

2  invoices  -  Medical  Supplies  855 

3  invoices  -  Paint  and  Wallpaper  756 

*3. 050 


No  products  that  were  reviewed  were  deemed  to  be  through  split  purchases. 
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Department  of  Correction 

We  reviewed  27  invoices  from  6  vendors  for  the  following  products: 

Total 
Cost 

U  invoices  -  Photocopy  Supplies  $1,188 
5  invoices  -  Hardware  Supplies  1,245 
2  invoices  -  Books  984 
16  invoices  -  Optical  Supplies  1 .  789 

$5,206 

No  products  that  were  reviewed  were  deemed  to  be  through  split  purchases. 
Department  of  Public  Works 

We  reviewed  53  invoices  from  5  vendors  for  the  following  products: 

Total 
Cost 

*  990 
1,272 
766 
506 
1.188 
$4,722 

We  concluded  that  split  purchases  did  occur  for  the  paint  supplies  and 
the  pay  loader  equipment.  The  other  three  items  were  not  through  split 
purchases . 

Recommendation:  Since  our  prior  audit  report  disclosed  essentially  the 
same  situation,  we  again  recommend  that  the  Department  of  Procurement  and 
General  Services  continue  to  review  the  monthly  MMARS  684A  report,  which 
identifies  departments  that  may  have  procured  products  through  the  splitting 
of  purchase  orders.  Departments  must  review  purchases  to  determine  if 
subsequent  commodities  will  be  purchased  on  a  continuing  basis  and  if  such 
items  are  already  covered  by  a  blanket-purchase  contract. 

A  lack  of  control  over  the  procurement  of  goods  and  services  through 
split    purchases    exists    at    the    point    of    entry    into    MMARS    terminal    at  the 


2 

invoices 

-  Stones 

24 

invoices 

-  Paint  Supplies 

4 

invoices 

-  Auto  Body  Parts 

14 

invoices 

-  Brake  Parts 

9 

invoices 

-  Pay  Loader  Equipment 
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various  organizations.  We  also  recommend  that  all  blanket-contract  data 
originate  from  the  departmental  level  and  be  computerized  and  cross-referenced 
to  the  invoices  that  are  submitted  for  payment.  Should  agencies  and 
organizations  submit  similar  purchase  orders,  any  material  variation  from  the 
data  base  should  be  reviewed  to  reduce  the  excessive  costs  associated  with 
split  purchases. 


